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Senator Keith Davey 
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Jerry Sone 
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Simms Shuber 
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Jeffrey Bayer 
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Directors’ Report 
to Shareholders 


Despite losses in the furniture division, management 
sees Clear directions in planning your company’s 
future, both in its chemical and furniture operations. 
From the following analysis, we can comment on 
and clarify the results individually. 


1976 1975 
Sales 
Chemical $5,647,160 po, 190,200 
Furniture 2,989,728 3,466,825 
$8,636,888 $8,662,080 
Earnings (loss) 
from continuing 
operations before 
extraordinary items 
Chemical $ 394,644 $ 281,803 
Furniture (214,581) (171,282) 
$ 180,063 SeeINO521 


The Dependable Furniture Mfg. division in 
Richmond, British Columbia, included the western 
franchise for Flexsteel fine furniture. The irreversible 
conditions existing there, due to excessively high 
labour rates influenced by the local union, required 
an evaluation of alternatives, and their immediate 
and long term consequences. The decision was 
made to cease operation of the Dependable Furni- 
ture Mfg. division, to an extraordinary cost of 
$566,550. By purchasing certain assets of Flexsteel 
Industries (Canada) Limited, from Electrohome Lim- 
ited which operated the eastern franchise, your 
company was now able to gain control of the 
national market, and to relocate in Stratford, Ontario, 
where production costs are more competitive. 
These changes occurred during a year of national 
economic decline for the furniture industry, making 
our combined furniture operating losses $214,581, 
or 45¢ per share, compared to a loss of $171,282, or 
35¢ per share in 1975. While we are not pleased to 
report these financial results, management is now in 
amore aggressive merchandising position and ina 
more tenable production area. With the introduction 


in 1977 of the well-known Shelby Williams contract 
furniture line, the establishment of a reliable mana- 
gerial and sales team, the building of solid em- 
ployee relations, and our closer proximity, geo- 
graphically, to allow for our own continuous, active 
involvement, we await and are hopeful of a buoyant 
furniture market. 


Continuing growth in the chemical operations has 
produced arise in sales of $451,905 over 1976. The 
after tax profits increased by $112,841, to bring the 
earnings per share, in the chemical divisions, to 
$.82, compared to earnings of $.58 per share in 
1975. Our solid and devoted sales force is certain to 
maintain its progressive pattern in Canada, for 1977, 
reinforced by your company’s constant search for 
the development of new products and the innova- 
tion of improved marketing programs. 


As Canadians, your company takes special pride in 
its United States’ accomplishments. Confident and 
expert management, injecting its spirit into estab- 
lished marketing methods, has created a momen- 
tum in sales each month. 


Sensitive to the foreseeable needs of the market, 
Cantol, Inc. has directed attention towards energy 
conservation and increased efficiency, with its re- 
cent development and introduction of products for 
use In water treatment. The favourable response 
signals imminent movement into Canada. 


Your company declared and paid a 10¢ tax-free 
dividend, reduced from 30¢ from the previous year. 


On behalf of the Board, we acknowledge the skills, 
dedication and efforts of our personnel, in every 
facet of production, sales and administration. 


On behalf of the Board, 


—_\s-—. 


Jerry Sone, 
President 


Cantol Limited-Cantol Limitée 


Consolidated 


For the year ended 
December 31, 1976 
(with comparative figures 


Statement of Earnings for 1975) 1976 1975 
Sales $8,636,888 $8,662,080 
Operating costs and expenses 

Cost of sales, selling, general 
and administrative expenses, 
except for the following: 7,952,628 8,009,136 
Depreciation 98,053 84,821 
Interest on long-term debt 6,442 7,200 
Other interest (85,202 169,145 
8)142,325 8,270,302 
Earnings before income taxes 
and items shown below 494,563 391,778 
Income taxes (note 3) 
Current 301,300 295,957 
Deferred 13,200 14,700) 
314,500 201,208 
Earnings from continuing 
operations 180,063 110,521 
Net earnings of subsidiary 
sold during year — 50,910 
Earnings before 
extraordinary items 180,063 161,431 
Extraordinary items (note 4) 546,750) 48,308) 
Net earnings (loss) ($ 366,687) 11S ee 
Earnings (loss) per share (based 
on weighted average shares 
outstanding) 
=e Continuing operations $ 37 2o 
2s Subsidiary sold during year — 11 
Extraordinary items ( 1.13) 10) 
Net earnings (loss) ($ -76) $ 24 


See accompanying notes to consolidated financial statements. 


Consolidated Statement of 
Contributed Surplus 


For the year ended 
December 31, 1976 
(with comparative figures 
for 1975) 


Balance at beginning of year 


Consolidated Statement of 
Retained Earnings 


Excess of proceeds over par 
value of common shares issued 
under employees’ stock option plan 


Balance at end of year 


For the year ended 
December 31, 1976 
(with comparative figures 
for 1975) 


Balance at beginning of year 


Net earnings (loss) 


Deduct: dividend paid 
: 15% tax paid on 1971 
undistributed income 


Balance at end of year 


See accompanying notes to consolidated financial statements. 


( 


1976 
$2,661,596 


$2,661,596 


1976 

$ 815,582 
366,687) 

448,895 

48,295 


8,523 
56,818 
$ 392,077 


WTS 
$2,638,736 


22,860 
$2,661,596 


1975 
Sore 
WAS) 23 
986,035 
144 885 


25,568 
170,453 
$ 815,582 


Cantol Limited-Cantol Limitée 


As at December 31, 1976 


Consolidated (with comparative figures 


Balance Sheet for 1975) 1976 1975 
Assets 
Current 
Accounts receivable $1,604,916 $1,836,105 
Ws oe Inventories (note 5) 1,207,842 1,411,506 
- is” Income taxes refundable ‘ 7,001 63,168 
: ; Prepaid expenses and other 
assets 124,568 135) 154! 
ie a . Current portion of note receivable — 50,000 
2,944,327 3,495,933 
Note receivable, repaid during 1976 —_— 150,000 
Fixed 
Accumulated 
Cost Depreciation 
Machinery and equipment $443,369 ; $184,229 259,140 271,877 
Leasehold improvements 163,005 iwi SO). Ss 103,692 149,012 
$606,374 $243,542 362,832 420,889 
Deferred income taxes _— 6,000 
Deferred charges (note 6) 69,455 — 
Goodwill (note 1(e)) 2,058,998 2,433,998 
$5,435,612 $6,506,820 


See accompanying notes to consolidated financial statements. 


Auditors’ Report to the 
Shareholders of Cantol 
Limited-Cantol Limitée 


We have examined the consoli- 
dated balance sheet of Cantol 
Limited — Cantol Limitée and 
subsidiary companies as at De- 
cember 31, 1976 and the con- 
solidated statements of earnings, 
contributed surplus, retained 
earnings and changes in financial 
position for the year then ended. 
Our examination was made in 


accordance with generally ac- 
cepted auditing standards, and 
accordingly included such tests 
and other procedures as we 
considered necessary in the cir- 
cumstances. 


In our opinion, these consoli- 
dated financial statements pre- 
sent fairly the financial position of 
the company as at December 31, 
1976 and the results of its opera- 
tions and the changes in its finan- 
Clal position for the year then 


ended in accordance with gener- 
ally accepted accounting princi- 
ples applied on a basis consis- 
tent with that of the preceding 
year. 


Soberman Isenbaum & 
Colomby 
Chartered Accountants 


Toronto, Canada 
March 24, 1977 


As at December 31, 1976 


Consolidated (with comparative figures 
Balance Sheet for 1975) 1976 1975 
Liabilities 
Current 
Bank indebtedness (note 7) $1,121,464 $1,206,384 
Accounts payable and accrued 
charges 1,026,713 1,048,053 
Dividend payable 48,295 144,885 
Current portion of long term debt 81,677 77,053 
2,278,149 2,476,375 
Long term debt (note 8) — 456,677 
Deferred income taxes 7,200 _— 
Shareholders’ Equity 
Capital stock (note 9) 
Authorized: 1,500,000 common shares of 
$0.20 par value 
Issued: 482,950 shares 96,590 96,590 
Contributed surplus 2,661,596 2,661,596 
Retained earnings 392,077 615,582 
3,150,263 3,573,768 
$5,435,612 $6,506,820 


Approved on behalf of the Board 


—\s-— 


Director 


ole 


Director 


Cantol Limited-Cantol Limitée 


Consolidated Statement of 


For the year ended 
December 31, 1976 
(with comparative figures 


Changes in Financial position for 1975) 1976 1975 
Source of working capital 
Earnings before extraordinary 
items $ 180,063 $ 161,431 
Items not requiring working 
Capital 
Depreciation 98,053 92,506 
Deferred income taxes 13,200 ( 14,700) 
Reduction in income taxes as a 
result of loss carry forward 19,800 — 
Working capital from operations 311,116 239,200 
Note receivable repaid 150,000 — 
Disposal of equipment related 
to plant shutdown 106,021 -— 
Net proceeds from sale of shares 
of subsidiary (including working 
capital deficiency of $27,710) _ 542,813 
Issue of common shares under 
employees’ stock option plan _ 24,384 
567,137 806,434 
Use of working capital 
Costs of plant shutdown 
(less loss on disposal of 
equipment of $17,083) 549,467 — 
Net additions to fixed assets 152,710 87,612 
Reduction of long term debt 81,677 250,391 
Deferred charges (note 6) 79,845 — 
Dividend paid 48,295 144,885 
15% tax paid on 1971 
undistributed income 8,523 25,568 
920,517 508,456. 
Increase (decrease) in working 
Capital ( 353,380) 297,978 
Working capital at beginning 
of year 1,019,558 721,580 
Working capital at end of year $ 666,178 $1,019,558 


See accompanying notes to consolidated financial statements. 


Notes to Consolidated 
Financial Statements 


1. Summary of significant 
accounting policies 


2. Acquisition 


3. Income taxes 


4. Extraordinary items 


December 31, 1976 


(a) Principles of consolidation 

The consolidated financial statements include the 
accounts of the Company and its subsidiaries, all of 
which are wholly-owned. 


(b) Exchange translation 
The accounts of the Company's American sub- 
sidiary are translated into Canadian dollars on the 
following basis: 
( |) Current assets and current liabilities at the 
year end rate of exchange, 


( ii) Other balance sheet accounts at historical 
rates of exchange, and 

(iil) Income and expenses (except for deprecia- 
tion) at the average rate for the year. 


(c) Inventories 
Inventories are valued at the lower of cost (on a first 
in, first out basis) and net realizable value. 


(d) Depreciation 
Depreciation is provided in the accounts on the 
straight line method over the estimated useful lives 
of the fixed assets as follows: 
Machinery and equipment — generally 
8 to 10 years 
Leasehold improvements — over the unexpired 
terms of the leases 


Effective August 3, 1976, the Company purchased, 
for a total cash consideration of $271,196, certain 
assets related to the furniture manufacturing busi- 
ness of Flexsteel Industries (Canada) Limited being 


The Company and its subsidiaries are subject to 
income taxes on an individual, rather than a consoli- 
dated basis. Income taxes on 1976 earnings repre- 
sents an effective rate of 64% because the Com- 
pany incurred losses against which future tax re- 
coveries have not been recognized. As at Decem- 
ber 31, 1976, there are loss carry forwards for 
income tax purposes aggregating approximately 
$1,180,000 available for deductions against future 


These consist of: 


(e) Goodwill 

Goodwill, all of which arose prior to 1974, represents 
the excess of the purchase price over the values 
ascribed to the net tangible assets of the businesses 
acquired and purchased goodwill. It is the Com- 
pany’s policy not to amortize its existing goodwill 
unless there has been an impairment in value. 


During 1976 goodwill was reduced by $375,000 due 
to an adjustment to the original cost of purchased 
goodwill resulting from the cancellation of the de- 
benture payable as referred to in note 8(a). 


(f) Deferred charges 

(i) Preproduction and start-up costs 
Certain preproduction and start-up costs re- 
lated to major new activities of the American 
subsidiary are being amortized on a straight 
line basis over 3 years. Research and devel- 
opment costs of a continuing nature are 
charged to earnings in the year in which they 
are incurred. 

(ii) Pensions 
Pension costs for current services are charged 
to operations as they accrue. Past service 
benefits are being amortized over 5 years. 


carried on in Stratford, Ontario. The results of this 
operation have been consolidated from the date of 
acquisition. 


years’ profits. These loss carry forwards expire as 
follows: 


Loss on plant shutdown (a) 


Reduction in income taxes as a result of 
loss carry forwards 


Loss on sale of subsidiary 


1979 $ 50,000 
1980 380,000 
1981 690,000 
Beyond 1981 60,000 
$1,180,000 
1976 1975 
($566,550) + = 
19,800 a 
a ( 48,308) 
($546,750) ($48,308) 


Det ac a ee RG i nae i See Spec eT neh ee Ei Es ce ele eee COL SI 
(a) This item represents the costs related to the closing of the furniture manufacturing division which was 
located in Richmond, British Columbia, and relocating and incorporating these production facilities with the 
acquisition during 1976 of the furniture operations being carried on in Stratford, Ontario. The costs include 
losses on disposals of equipment and inventories, moving costs, severance payments to former employees 
and operating losses incurred during the shutdown period. 


Cantol Limited-Cantol Limitée 


5. Inventories These consist of: : 
1976 1975 
Raw materials and work in process $ 918,255 $1,171,894 
Finished goods 289,587 239,612 
$1,207 842 $1,411,506 
6. Deferred charges Deferred charges consist of the following (at cost, less amortization): 
Preproduction and start-up costs Se 37,410 
Past service pension benefits 32,045 
$ 69,455 
7. Bank indebtedness Bank indebtedness is secured by accounts receivable and inventories. 


8. Long term debt This consists of: 


1976 1975 

Notes payable, 6% due 1977 $81,677 $158,730 
Debenture payable (a) — 375,000 
81,677 533,730 
Less: principal payments due within one year 81,677 77,053 
$ — $456,677 


(a) The debenture payable arose during 1973 from the purchase of the net assets and business of the 
furniture manufacturing division which was located in Richmond, British Columbia. Payment was contingent 
upon certain specific performances, including reaching specific earnings levels. By agreement dated 
October 5, 1976, due to certain conditions precedent to the terms of the debenture not being met, the 
liability under the debenture was cancelled, and the unpaid amount of $375,000 was accounted for as a 
reduction of the original purchased goodwill. 


9. Capital stock As at December 31, 1976, 21,455 common shares were reserved as follows: 


For an executive employees’ stock option plan, 

established in 1975, exerciseable in 

cumulative annual instalments of 2,240 shares 

at $3.20 per share within a five year period 

ending April 14, 1979 116200 


For an employees’ stock option plan, 
established in 1976 and exerciseable up to 
January 15, 1977 at $2.55 per share 105253 


21,455 


The exercise of the outstanding options would not have had a dilutive effect on earnings (loss) per share in 
1976 or 1975. 


10. Remuneration of The total remuneration paid by the Company and its 

directors and subsidiaries to its directors and senior officers was 

senior officers $382,400 in 1976 and $362,900 (restated) in 1975. 

11. Long term leases The Company is committed under long termleases costs) for the next five years under these leases are ~ 


with various expiry dates to 1984. Minimum rentals approximately $120,000 annually. 
(exclusive of taxes, insurance and maintenance 
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